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The Influence
Of Income

On Global
Food Spending

od spending patterns vary widely

Fground the world. Geographic loca|

tion and culture help to explain par
of food expenditure variations across
countries. Economic conditions such as
per capita income, food prices, and rate
of urbanization also provide critical
information for explaining consumer
expenditure behavior and for predicting
trends in food spending, consumption,
and trade.

Knowledge of the forces contributing to
food spending patterns can help to
improve predictions of future demand fo
agricultural commodities and of subse-
guent shifts in international production
patterns, trade flows, and price levels.
USDA's Economic Research Service st
ied 51 countries, home to 2.5 billion of
the world’s 5.8 billion people, to compar
spending and consumption patterns and
their relationship to income. The countri
were divided into three groups based or
their 1993 per capita gross domestic prq
uct (GDP):high incomgper capita GDP
exceeding US$9,000iddle incoméper

—
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capita GDP between $770 and $9,000),
andlow income(less than $770).

Economic theory offers several guideling
for measuring and predicting food spen
ing behavior when controlling for nonec
nomic factorsEngel’s Law—an empirical
“rule” of consumption— states that the
proportion of a nation’s income spent or
food is a good index of the nation’s wel-
fare. The lower the proportion, the more
prosperous the nation.

Comparisons across the study countries
are consistent with Engel's Law—as
incomes rise, a smaller share of expend
tures is devoted to footigh-income
countries in the sample spent an averad
of 16 percent of their private consumptic
expenditure (PCE) on food, whiteiddle-

incomecountries spent 35 percent and t
low-incomegroup spent 55 percent. Of

the countries included in the study, the

U.S. spent the smallest share of its PCE

on food at home—only 9 percent—while
Tanzania, with the lowest per capita
income, spent the highest share—71
percent.

focus purchases on low-cost, high-calorie
foods. As incomes rise, they will almost
always buy more food and add more cost-
~dy items (e.g., meats) to their diets.

-
D-While absolute spending on food may
increase as incomes move up, its share of
total PCE declines. As basic food needs
are satisfied, extra income will be spent
on other consumer goods, such as clothes
and entertainment.

The numbers presented here refer only to

food consumed at home. Data on food

eaten in cafeterias, restaurants, fast-food
i-outlets, and other eating places are not

available for some countries and were
etherefore not included. The U.S. is among
rthe countries where spending on food

eaten away from home is significant,
heamounting to one-third or more of total
food spending.

In most developing countries, food expen-
diture data do not capture the total
amount of food available to the average
household because they exclude food
grown for personal use in individual gar-
dens and on subsistence farms. As a

While the share of PCE spent on food at result, for households with significant at-

home reflects the prosperity or poverty
a country’s citizens, it also hints at differ,
ences in the composition of their diets.
The study data confirmed that rising
incomes are associated with more diver
diets, and that as incomes rise, caloric
intake increases to a point of satiation.

pfhome food production, the food share of
- PCE tends to understate the value of food
consumed.

S€n low-incomecountries, there is substan-
tial home food production in rural areas,
where an average of 73 percent of the

People with very low incomes are force
to spend most of their income on food
simply to subsist. As a result, they tend

population lives. For example, a 1991
study of the “Rural Sierra” region of Peru

thdicated that 51 percent of all food

The United Nations defines private co
spending by resident households and

tion, communication, recreation and e
vices, personal care, and miscellaneo

sional, and labor organizations.

o~

National Accounts and from supportin
food was calculated in constant 1993

Private Consumption Expenditure Defined

households. Resident household spending consists of expenditures on food,
ing, rent, fuel, furniture, household operation, medical care and health, transp

Expenditures by private nonprofit organizations consist of spending on resear
and education, and on medical, health, and welfare services by religious, profes-

nsumption expenditure (PCE) as the sujn of
private nonprofit organizations serving
cloth-
orta-
ntertainment, education and cultural sert

us other items.

ch

Expenditure data for this study are derived from the United Nations’ System

g World Bank data. Absolute spending dn
U.S. dollars for each country in the stu
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consumed was poduced ahome This
included lage shaes of \egetale, med,
and daiy product consumptionyhereas
grains and oils wre mosty purchased

Income: Primary Factor
In Food Spending Behaor

The level of per caita income rplains
most of the diferences indod ependk
ture shaes among couritrs. Havever,
even within eah income goup,food
expenditue shaes difered considebly.
Among the 24 couniegs in thehigh-
incomegroup,5 spent mae than 20 per
cent of their PCE orobd with the high
est shag held ly Israel (22 perent). On
the other handesidents of Canada,
Luxemboug, the United Kingdom (LK.),
and the US. spent less than 12 pent of
their PCE ondod

For the 18middle-incomecounties,the
shae of PCE spent orobd ranged from a
low of 26 pecent inThailand to a high of
55 pecent in the Philippines.df all 9
low-incomecounties,the shae of PCE
spent ondod eceeded 40 peent.
TanzaniaNepal, and Siera Leone alle
caed over 67 pecent of their PCE to
food

Within an income dagory, large differ-
ences in a countts food spending fia
tems ae associged with diferences in
food pices,preferences ér paticular
food itemsand urbanizdon rates. Food
prices \ary for a umber of easons.
While suppy relaive to demand is ttical
to price formation, food pices ae also
influenced  the eficiengy of food po-
duction and maeting systemsmport
conditions,and/or the leel of govem-
ment-povided food subsidies.

Efficiencies in meaproduction and mar
keting for example help to laver the
maiketing magin, and ultimaely the
retail piice of me# for consumes in the
U.S. For decadesndustial counties in
North America and Eunpe hae enjyed
low-priced topical foods impoted from
Latin America andAfrica under peferen
tial trade tems. In the countes of the
former Swiet Union and EastarEuiope
food subsidies durg the Seiet ea (and
some thasuwive todg) helped to kep
prices br mea and other basiobds ela
tively low.

Food Share of Spending Is Lower for Higher Income Countries . . .
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Source: U.N. System of National Accounts; World Bank, World Development Report 1995.

Economic Research Service, USDA

The le of food peferences in per gata
food ependitues is vell illustrated by
compaing the UK. and Itay. In the UK.,
food accountsdr only 12 pecent of PCE,
compaed with 18 perent in Itay. A clos-
er look d diets indictées tha U.K. resk
dents etfour times the amount of peta
toes—an ingpensve food item—as peo
ple in Ital. Italians consume almost twic
as nuch of othey more expensve \egeta
bles and fuits, and per cpita mea con
sumption is higher in Itglthan in the
U.K.

As counties deelop,changng rates of
urbanizdion awe also gpected to d&ct
decisions ondod expenditues.As urban
ization accelegtes,diets tend to diersify.

foods aailable in urban maeets com
pared with wral arasAnother is the
increasing likelihood of emplgment of
women in urban @&as; as the opptoinity
cost of a vamans time ises,so will
demand dér foods tharequire less pegpa
ration time

€Since 1980urbanizdion rates hae
increased steadilin low- and midlle-
income counies.According to theWorld
Bank,the urban poput&n rose fom 22
to 28 pecent of total populion between
1980 and 1994 ifow-incomecounties,
and fom 52 to 61 pexent inmiddle-
incomecounties. These populkigon shifts
are epected to esult in moe highly
diversified diets and thefore changes in

One eason 6r this is the wider aniety of

food ependitues.
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Food Intake Precaiously Low
In Many Countiies

A high shae of PCE spent orobd does
not translde into high consumption—the
opposite is gnerlly the caseSiera
Leone for example with a 68-pecent
food shae of PCEconsumes less than
1,700 caloies per cpita. On the other
hand the US,, with the lovest shae of
PCE spent ondod has one of the highes
per caita daily caloie consumption le
els in the vorld—3,732 caloies.

High-incomecounties aserage 3,364
caloiies a dg 50 pecent moe thanlow-
incomecounties,whose consumption as
a goup is less than 2,200 cales a ds.
This is ony slightly more than the 2,100
caloiies the United Ni@ons ecommends
as a mininum to sustain I& without
allowing for work or play, and it is less
than the 2,300 cal@s tha the US.
Ageng for Intenaional Development
(USAID) designges as a thlashold leel
to detemine food aid needs.

These ecommended cal@r levels iepre-
sent guidelinesar ndional averages and
should not be confused with genal
intake recommend@ons as povided by
USDA for U.S. consumes. The daa on
per caita calofe consumptionapresent
actual disppeaance not intales,because
they include food tha was aailable but
ended up being asted In high-income
counties,some bod ends up asash; in
low-incomecounties,food mg spoil
because of inadequeatranspotation and
storage facilities.

The eightmiddle-incomecounties with
per cpita GDP &dove $2,800 werage
almost the samevel of calore consump
tion ashigh-incomecounties—dose to
3,300 caloes a dg. However, four
middle-incomecounties—Reru,
Guaemalathe Philippinesand Bolvia—
fall belowv 2,300 calaes, even though the
average for themiddle-incomegroup is
near 2,800.

In thelow-incomegroup, only Egypt,
Hondus,and India hee per caita daily
consumption love 2,300 calaes.
Egypt's consumption of 3,335 cales
per caita per d§ is extraodinaiily high
consideing its yeaty per cpita GDP

—

of $697.This high \alue esults fom

Japan & Ireland:
Exceptions to the Rule

Rising incomes do notwabys translde into puchase of lager quantities ofdod
Japan,the naion with the highest per péta GDRis & the bottom of thdigh-
incomegroup in caloie consumptionwith less than 2,900 caies per cpita per
day. Ireland one of the poast of thehigh-incomecounties, has the highest calo
rie consumption—3,837 cales per cpita per dg. At the same timghe two
counties allocée a similar shar of their PCE todod

Japan’s per caita consumption is almost one-gigarlover than Ielands. Rart of
this discepang can be eplained ly differences in diet. In #land the amount of
caloiies deived fom animal poducts is twice as uth as in dpan. Beefpoik,
and hutter, all high in fat (which contains ma¥ calores per gam than potein or
carbolydrates),are paticulaly popular in Ieland The &panese pfer fish and
seabod which hare a laver fat content. Milk,another impdant souce of cale
ries,is consumeddur times moe per caita in Ireland than inapan.Vegetale
products,which consist mainyl of carbolydrates,account ér almost 80 peent of
the &panese dietut less than 70 peent of the lish diet.

govemment subsidies th&ee food
prices lav and povide a sadty net br
low-income people

Consumption in almost 20 memt of the
51 counties studied is belo the
USAID’s sugested ntritional require-
ment of 2,300 cal@gs. In Ethiopiathe
average daily consumption of 1,610 calo
ries per cpita in 1992 vas 30 perent
belown the theshold even though the
country receved 1 million tons of cexals
in food aid Ethiopias extremel low
caloiie consumption was eflected in all
nutrition indicaors. For example almost
half of Ethiopian bildren were under
weight,and life expectanyg at birth was
just 48 years. The Tanzanian poputan,
with the highest mpottion of their PCE
allocaed to bod, averaged ony 2,018
caloiies per cpita per dg in 1992,and
malrutrition affected 28 peent of dil-
dren under 5 gass of age.

Quantity & Quality
In Food Consumption

While high-incomecounties spend a
lower shae of their PCE ondod the
absolute amount tlyespend ondod is
much higher than>genditues ty low-
incomecountiies. In 1993the Bpanese
spent anaerage of $4,071 per qata a
year on bod & home more than 80 times
the $49 spentyTanzaniansyeaty U.S.

at-home bod spending\eraged $1,427
per cita in 1993.

Higher @solute spending ommdd tlans
lates into higher cost per calerHigh-
incomecounties spent 16 cents per 100
caloiies on &erage—8 times as nch as
the average cost inow-incomecount
tries—while the per cpita GDP inhigh-
incomecounties was almost 60 times
greder on &erage. In middle-income
counties,the arerage cost per 100 calo
ries was 6 cents.

High-income countes can dbrd to con
sume lager amounts of cogtland moe
nutritious mea and fsh, dairy products,
fruits, vegetables,and pocesseddods.
France consumes the highest shaf
med and fsh, which accountdér 19 per
cent of dai caloiie consumption. In the
U.S, mea and fsh accountdr 16 pecent
of daily caloies. In contast,cheger
cereals andaot ciops mak up thee-
quaters of the day diet in Tanzania,
Nepal, and Ethiopia.

People inAlgeria and M&ico consume
almost twice the amount of @als per
capita as US. residentsput only half the
amount of egetables. Fer caita milk
consumption in the 1$. is 2.5 times tha
in Algeria and Meico. Vegetable oils, a
relaively expensve food item,are another
important souce of caloies in high-
income and midle-income countes.
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Annual per cpita me& consumption is
only 40 pounds idlgeria and 89 pounds
in Mexico, far belov the 223 pounds in
France or the 264 pounds in theSU

High costs per calg can alsoesult flom
high domesticdod pices. In dpan,for
example high fatrm production costs,
impott taiffs, and manfactuers’ tradr
tional contol of retail pices hae con
tributed to bod pices tha are among the
highest in the wrld. Rice the stple in
Japan,and meaand fuit, are very expen
sive and constitute a lge pat of food
spending Moreover, the high alue of the
Japanese cueng in recent yais results

in even higher pgces when the gn is con
verted into US. dollars for compaison.

Over the n&t decade and pend, eco
nomic gowth, coupled with highates of
populdion growth and urbaniz#on, is
expected to fuel demanaif food and
stimulate diet dversification in low- and
middle-income counties, paticulaly
those in EasAsia, Latin America, North
Africa, and the Midlle EastAs incomes
rise these countes ae likely to replace
some of the @ins,roots,and tubes in
their diets with high-alue poducts
(HVP’s) sut as mega milk, vegetable oil,
fruits, and \egetables.

Y T g

While most deeloping counties tend to
produce metdomesticalf rather than
rely on impots, demand ér impoted
feed is gpected toise Most other HVPS
are geneally not poduced domesticall
Diet diversification stemming fom stong
income gowth in developing counties
may crege oppotunities br increased
agricultural exports to these counés.
Birgit Meade (202) 219-0632 and Stgce
Rosen (202) 501-8445
bmeade@econgagov
slrosen@econggov
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Exports and imports are a large part of the picture, but U.S. processed food firms reach overseas
markets mainly through their aoffiliates abroad. Strategies for penetrating global markets, and the

array of public policies that influence global commerce in processed foods,

are examined in a fact-filled report.
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